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INDEPENDENT AUDITORS' REPORT

December 6, 2006

Membets of City Council
City of Newark
Newark, Delaware

We have audited the accompanying tinanclal statements of the govemmentai activities, the business-
lype activities, each major fund and the aggregate remaining fund informotion of the City of Newark,
Newark, Deloware, as of and for the year ended December 31, 2005, which collectively comprise the
City's basic financial statements as listed In the iable of contents. These financial statements are the
responsibliity of the Clty's management. Our responsibility is to express an opinlon on these financial
statements based on our audit. The prior year summarized comparalive Information has been
derived from the Cliy's 2004 financlal statements and, in our report dual-dated July 8, 2005 and
Oclober 6, 2006, we expressed an unqualified opinicn on those financlal statements,

We conducted our audit in accordance with audiling standards gensrally accepted In the Unlted
States of America and the standards applicable to financial audits contained In Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards require that we
plan and pertorm the audit to obiain reasonable assurance about whether the financlal statements
are free of material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financlal statemenis. An audit alse includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating
the overall financial stotement presentation. We believe that our audit provides o reasonable basls
for our opinions.

In our opinlon, the financial statements referred to above present tairly, In all moterial respects, ihe
respective financial position of the governmental activities, the business-type activitles, each major
fund and the aggregate remalning fund Information of the Cliy of Newark, Newark, Delaware, as of
December 31, 2005, and the respective changes in financlal position and cash tiows, where
applicable, therec! and the budgetary comparisons for the general fund for the year then ended. In
conformity with accounting principles generally accepled in the United States of Ametica,

In accordance with Government Auditing Standards, we have also issued our report daled December
6, 2006 on our conslderailon of the Clty of Newark's infernal condrol over financial reporting and our
tests of Its compliance with certaln provisions of iaws, regulations, contracts, grant agreements and
other matters. The purpose of that report is fo describe the scope of our testing of infernal control over
financial reporting and compliance and the results of that testing, and not to provide an opinion on
the internal control over financial reporting or on compliance. That report Is an Integral part of an
audit performed In accordance with Government Auditing Standards and should be considered In
assessing the results of our oudit.



Members of City Councill
City of Newark

The management's discussion and analysis Is not a required part of the basic financial statements but
Is supplementary Information required by accounling principles generally accepted in the United
Siates of America. The Cilty of Newark has not presented the management's discussion and analysis
that accounting principles generally accepted in the United States of America have determined Is
necessary to supplement, although not required to be part of, the basic financial statements.

Owr oudlt was conducted for the purpose of forming oplnions on the financial statements that
collectively compiise the City of Newark's basic financial statements. The combining fund financlal
statements are presented for purposes of additional analysis and are not a required part of the basic
finrancial siatements. The combining fund financial statemenis have been subjected fo the auditing
procedures applied in the oudit of the baslc financial siatements and, in our opinlon, are fally stated
in all materal respects in relation to the basic financlal statements taken as a whole.
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ASSETS
Current Assets:
Cash and cash equivalents
Investments
Accounis receivable, net
Taxes receivable
Due from other governments
Inventories
Prepaid items and deferred charges
Bond issus costs
Total current asssta

Noncurrant Assets:
Capital assets, net:

Land

Construction in progress

Buildings

Improvements

Machinery and Equipment
Bond issue costs

Total noncurrent assots

Total assets

LIABILITIES
Currant liabllities:
Accourtts payable
Customer deposits
Compensated absences
Dus to other govemmaents
Accrued intarest payable
Notes payable
Bonds payable
Bond premium
Other current liabilities

Total current liabiilties
Noncurrent liabilitiss:
Compensated absences
Deferred revenue
Notes payabte
Bonds payable
Bond premium

Total noncurrent llabilities
Total liabilities

Neot Asseots

Investad in capital assats, net of related debt
Restricted

Unrestricted

Total net assets

Total llabiiities and net assets

CITY OF NEWARK
STATEMENT OF NET ASSETS
DECEMBER 11, 2005

Primary Governiment
Governmentat Business-type Totals
Activities Activities 2005 2004
$§ 1448878 $ 461,321 $ 1,910,199 $ 3057108
7,415,920 9,667,529 17,083,449 28,450,422
1,367,288 3,783,248 5,150,536 5,550,563
253,303 - 253,303 254,681
- 330,000 330,000 -
39,235 855,875 895,110 793,029
21 - 221 5,400
3,602 - 3,692 3,892
10,528,537 15,007,973 25,626,510 38,114,875
4,989,380 8,788,127 13.777.507 13,777,507
- 15,710,804 15,710,804 10,159,095
5,983,568 8,973,576 12,957,144 13,386,693
8,854,278 16,261,784 25,118,082 24,593,995
3,210,321 854,890 4,065,211 3.875,719
11,074 - 11,074 14,768
53,__535.351 48,589,181 71,637, BOT. 775
$ 33,577,158 $ 63,687,154 ] 97,264,312 5 103,922,650
$ 215,643 § 3914143 $ 4,128,788 § 2282p18
185,738 498,855 684,593 873,978
62,557 8,715 69,272 67.640
330,000 38,103 369,103 193,448
48,780 165,952 212,732 218,750
- 26,587 26,587 32,466
495,000 725,000 1,220,000 1,215,000
- 6,474 6,474 B474
12,365 - 12,3685 14,543
1,348,083 5,382,829 6,730,912 4,685,117
370,488 53,980 424,468 398,049
- 3,546 3.548 2,798
- 10,941 10,941 37,001
3,375,000 15,800,000 19,175,000 20,395,000
- 103,502 103,502 110,066
3,745,488 15,872,059 19,717,547 20,942,914
5,093,571 21,354,888 26,448,459 25,628,031
18,167,547 31,916,587 51,084,134 49,444,430
- - - 4,998,277
9,316,040 10,415,679 19,731,719 23,851,912
28,483,587 42,332,266 70,815,853 78,204,618
$ 33577158 $ 63,887,154 $ 97,284,312 $ 103,022 650

The accompanying notes are an intagral part of these financial statements.
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ASSET
Assots:
Cash and cash equivalents
Irvastments
Accounts recaeivable
Taxes raceivable
Due from other funds
Inventory
Prapaii tams
Total assats

LIABILITIES AND FUND BALANCE
Lisbililtias:
Cash overdraft
Accounts payable
Customer deposits
Daferrad revanue
Due to other furxis
Othar Kabilities
Total llabilitiss
Fund balances:
Reservad for:
Capital projects
Deabit service
Law enforcement
Streets
Parks and recreation
Unreserved (Deficit)
Total fund balances
Total Jisbitities and fund balances

CITY OF NEWARK
BALANCE SHEET
GOVERMMENTAL FUNDS
DECEMBER 31, 2005

Major Funds
Other
Caplital Governmantal Totais
Genaral Projecis Funds 2003 2004
$ 367447 s 173,203 $ 784,518 $ 1,325,168 $ 355,517
1,550,000 4,185,557 1.646,341 7,381,888 7,754,152
552,417 - 814,871 1,367,288 1,742,356
253,303 . - 253,303 254,681
. 405,981 - 405,981 -
- - 22,051 22,051 14,903
2 - . 24 5,400
$ 2723388 § 4764741 $ 3267781 $ 10,755,910 $ 10,127.079
$ - 5 - $ - $ - 5 258,145
151,204 3,850 16,612 171,666 353,254
185,738 - - 185,738 195,433
1,830,882 - - 1.830,882 1,740,608
605,981 130,000 735,981 -
- - 12,088 12,088 14,287
2,773,805 3,850 158,700 2,936,355 2,559,707
- 4,760,891 1,648,599 £,400,450 6,482,586
- - 48,619 46,619 48,203
- - 535,711 535,711 485,622
- . 724,930 724,830 ar2.357
. - 153,222 153,222 131,483
{50,417} - - {50.417) 39,041
{50.417) 4,780.891 3,109,681 7.819,555 7,567,372
§ 2723388 § 4764741 $ 3287761 $ 10755910 § 10,127,079

Tha accompanying notes are an integral part of these finandal statements.



City of Newark
Reconclliation of the Balance Shest-Governmental Funds to the Statemsnt of Net Assats
December 31, 2005

Total Fund Balancs - Governmental Funds H 7,819,555

Amounts reported for governmental activities in the statement of
net assets are different because:

Capital assets used in governmental activities are net financial resources
and, therefore, are not reported in the funds. Alsc exciuded ara $588,644
of internal service capital assets accounted for in the following line; 22,448,903

Intermal service funds are used by management to charge the costs of the

oparation of machinery, vehicle and building maintenance provided to other

departments of the City on a cost-reimbursement basis. The assets and

liabilities of the intemal sarvice fund is included in the governmental aclivities

in the statement of net assets 710,637

Other long term assets such as band issue costs are nat available 1o pay
for current period expenditures and, therefore, are deferred in the funds 14,766

Some of the Township's revenues will be collected after year-end but are not
aveilable soon encugh to pay for the current period's expenditures and
therefore are deferrad in the funds. 1,830,805

Some liabilities are not due and payable in the current period and therefore
are not raported in the funds. Those liabilities consist of:

Bonds Payable {3,870,000)

Compensated absences {424,099)

Accrued interest payable {46.780)
Net assats of governmental activities $ 28,483 587

The accompanying notes are an integral part of these financial statements.



CITY OF NEWARK

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES
GOVERNMENTAL FUNDS

FOR THE YEAR ENDED DECEMBER 31, 2003

Msjor Funds
Other
Capital Governmental Totals
General Projects Funds 2008 2004
REVENUES
Taxes:
Property $ 3563753 $ - $ - $ 2563753 $ 3.432,231
Real estate transfer 2,291,841 - “ 2,291,841 1.810,110
Franchise 283,790 - - 283,799 275,102
Licenses and permits 1,529,528 - - 1,529,526 1,621,234
Fines, forfeits and costs 1,594,150 - 52,305 1,648,455 1,329,392
Interest, dividends and rents 95,412 100,935 49,822 255,169 260,686
intergovernmental revenues 309,545 27.300 1,568,071 1,902,916 2,973,866
Charges for servicas 1,380,448 - 25,235 1,405,681 1,337,655
Subvention - University of Delaware 204,000 - - 204,000 197,300
Total revenues 11,252,472 137,235 1,693,433 13,083,140 13,237,386
EXPENDITURES
Current:
General Government 4,314,201 - - 4,314,201 4,041,048
Public Safety 7.816,728 - 212,318 8,029,048 7,461,980
Public Works 3,028,468 - 1,631,859 4,660,427 4,485,928
Community Development - - 348,775 349,775 520,893
Culture and racreation 2,090,778 - 12,138 2,102,918 2,050,358
Changa in fair value of investments 60,485 116,145 44,197 220,807 39,786
Debt Service:
Principal - - 505,000 505,000 480,000
Interest - - 157,089 157,089 208,542
Capital Outlay - 2.003,627 - 2,003.627 1,278,621
Total sxpendiitures 17,310,840 2,118,772 2,912,478 22,342,888 20,801,185
{Dsficisncy) of revenues {under) expanditures {6,058.168)  {1,882,537) {1,219,043) {9,259.748) {7.363.779)
OTHER FINANCING SOURCES {USES)
Transfers in 8,967,361 2,117,508 1,882,405 12,947,274 13,268,700
Transfers out {3.021,385) - {436,602) {3.458,077) (5,714,202}
Proceads from the sale of capital assets 22,734 - 22,734 84,398
Refunding bonds issued - - - - 2,040,000
Payment {o be refunded bond escrow agent - - - - {2,005,000)
Bond issuance costs - - - - {22,150)
Total other financing sources and uses 5,968.710 2,117,508 1,425,713 8.511.931 7,851,744
Nat change In fund balances {88,458) 134,971 208,870 252,183 287,965
Fund balances - January 1 39,041 4,625,920 2,902,411 7,567,372 7,279,407
Fund baiances {Deficit) - December 31 $ {50,417} $ 4,760,891 $ 3,100,081 $ 7.819,555 $ 7,587,372

The accomparnying notes are an integral part of thesa financial statements.



Clty of Newark
Reconciliation of Statement of Revenues, Expanditures and Changes in Fund Balances of
Governmental Funds to the Statement of Activities
For the Year Endad December 31, 2005

Net Changes in Fund Balances - Total Governmental Funds $

Amounts reported for govermmantal activities Iy the statament of activities
are different because:

Govemnmantat funds report capital outlays as expenditures. However,

in the stalement of activities, the cost of those assets ($2,103,126) is allocated over
their estimated useful lives as depreciation expense ($1,471,038). This is the amount
by which depreciation exceeded capital ouliays in the current period.

Revenues in the statament of aclivities that do not provide current financial
resources are not reponted as revenuas in the funds.

The net sffect of vanious misceltaneous transactions involving capital assets
(l.e., sales, trade-ing, and donations) is to decrease net assets.

Repayment of debt principal is an expenditure in the govermmantal funds,
but the repayment reduces lang-term liabilities in the statement of net assets:
Bond principal
Accrued interest payable

The issuance of long-term debt provides current financial resources to govermmaental

funds, while the repayment of the principal of long-term debt consumes the current

financial resources of governmental funds. Neither transaction, however, has any effect on

net assets. Also, govemmental funds report the effect of bond issuance costs when the dabt is
first issued, whereas these amounts are deferred and amortized in the statement of

activities.

Some expenses reported in the statement of activitias do not requira the use
of current financial resources and therefore are not reported as expenditures
in the govemmental funds:

Compensated absences

Internal sarvice funds are used by management to charge the costs of the operaticn
of machinery, vehicle and building maintenance provided to other departments of the
City on a cost-reimbursament basis. The net revenue of certain activities of internal
servica funds is reported with govemmental activities

252,183

632,087

90,274

(27,158)

505,000
6,018

(3,692)

(23,239)

58,986

Changs In Net Asssts of Governmantal Activities $

1,490,459

The accompanying notes are an integral part of these financial statements.



CITY OF NEWARK

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES - BUDGET AND ACTUAL

REVENUES
Taxes:
Real estate - cumrent
Real astate - delinquent and interest
Real estate - transfer
Franchise
Licenses and permits
Fines, forfeits and costs
Interest, dividends and rents
Intergovernmental revenues
Chargas for services/feas
Subvention - University of Delaware
Total ravenues

EXPENDITURES

Current:

General government:
Finance department
Planning
Administration
Legislative
Judicial

Total general government

Public safety:

Building
Police

Totat public safaty

Public works:

Highways and streets
Sanitation

Total public works

Cuiture and racreation

Nondepartmental:
Change in fair value of investments

Total expenditures

Deficiency of revenues under expenditures

Other Financing Sources (Uses)
Appropriated fund balance

Transfers In

Transfers Out

Proceeds from the sale of capital assets
Proceeds from sale of bonds

Total other financing sources and uses

Net change in fund balances
Fund Balances - January 1
Fund Balances - December 31

GENERAL FUND
Actual Amounts Variance
Original (Budgetary Positive
Budget Basis) (Negative)
$ 3,540,000 $ 3.526,776 $ (13,224)
25,000 36,977 11,977
1,400,000 2,291,841 891,841
283,250 283,799 549
1,406,000 1,529,526 123,526
1,287,500 1,594,150 296,650
100,000 85,412 (4,588)
389,750 309,545 (80,2085)
1,301,780 1,380,448 78,666
204,000 204,000 -
9,847,280 11,252,472 1,305,192
1,774,203 1,683,549 90,654
719,771 771,880 {52,119)
659,120 691,496 (32,376)
892,888 835,702 57,184
308,846 331,564 (21,718)
4,355,826 4,314,201 41,625
956,273 956,509 (238}
8,755,544 6,860,219 {104,675)
7,711,817 7,816,728 (104,911)
977,300 949 555 27,745
2,139,540 2,078,913 60,627
3,116,840 3,028,488 88,372
2,085,751 2,090,778 {5,027)
- 60,465 (60,465)
17,270,234 17,310,640 (40,406)
(7,322,954} {6,058,168) (1,264,786}
7,973,954 - (7,973,954)
- 8,967,361 8,967,361
(681,000) (3,021,385) (2,340,385)
30,000 22734 (7.268)
7,322,954 5,968,710 {(1,354,244)
- (89,458) (89,458)
- 39,041 39,041
$ - S (50,417) $  (50,417)

The accormpanying notes are an intergral part of thesa financial statements.
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CITY OF NEWARK
STATEMENT OF NET ASSETS
FIDUCIARY FUNDS
DECEMBER 31, 2005

Assets
Cash and cash equivalents

Investments
Contributions receivable
Total Assets

Liabilities

Accounts payable
Total Liabilities
Net Assets

Assets held in trust for employee post employment
benefits

The accompanying notes are an integral part of these financial statements.
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Pension and
Self Insurance
Trust Fund
$ 15,653

36,705,221
89,185

§ 36,810,058
3 2,552
2,552

$ 36,807,507




CITY OF NEWARK
STATEMENT OF CHANGES IN NET ASSETS
FIDUCIARY FUNDS

FOR THE YEAR ENDED DECEMBER 31, 2005

Pension and
Seif Insurance
Trust Fund
Additlons
Contributions:
Employer contributions $ 1,253,304
State aid - polica 231,254
Employee 369,212
Total contributions 1,853,770
Investments:
Investment earnings 45,896
Net increase (decrease) in fair value of investments 2,232,288
Total investment earnings 2,278,184
Total additions 4,131,954
Deductions
Benefits 2,064,891
Claims 139,227
Administrative expenses 302,607
Total Deductions 2,506,725
Change in Net Assots 1,625,229
Net Assets - January 1 35,182,278
Net Assets - December 31 $ 36,807,507

The accompanying notes are an integral part of these financial statements.
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NOTE 1

CITY OF NEWARK, DELAWARE

NOTES TO THE FINANCIAL STATEMENTS

F SI TAC NG PO

The City of Newark complles with generally accepted accounting principles (GAAP).
GAAP Includes all relevant Governmental Accounling Standards Board (GASB)
pronouncements. The accounting and reporting fromework and the more significant
accounting policies are discussed In subsequent subsections of this Note.

Financi nil

The City of Newark, Delaware (the "City*) was Incorporated In 1852, under the provisions of
the State of Delaware. The City operates under @ Councll-Manager form of govemment
and provides the following services as authorized by Its charfer: pubilc sately, streets,
sanitation,  utllitles, health and social services, culture and recreation, public
Improvemnents, planning and zoning, and general administration.

The Govemmenial Accounting Stondords Board established the criteria for determining
the activities, organizations and functions of government to be included in the financial
statements of the repoiting entity. The criteria used in determining whether such
organizotions should be included in the City's financial reporting entity are financlol
interdependencaes, selection of goveming autherlty, designation of management, abllity
to significantly influence operations, accountabllity for fiscal matters, scope of public
service and special financing relationships.

The City has determined that no other outside agency meets the above critera and,
therefore, no other agency has been Included as o component unlt in the Chty's financial
statements. In addition, the City is not aware of any entlity which would exercise such
oversight which would result In the City being considered a component unit of the entity,

ment-Wid n gl §t

The government-wide finoncial statements (.e., the siatement of net assets and the
statement of changes In net assets) report information on all of the nenfiduciary activities
of the City. Eliminafions of interfund activity have been made fo minimize the double
counting of Internal activilies. Governmental acllvities, which nomally are supported by
taxes and Intergovernmental revenues, are repored separately from business-type
activities, which rely to a significant extent on fees and charges for supporn,

The statement of activitles demonsirates the degree to which the direct expenses of a
given function or segment are offset by program revenues. Direct expenses are those
that cre cleary identifiable with a specific function or segment. Program revenues
include 1) charges to customers who purchase, use of directly bensfit from goods,
seivices or privileges provided by a function or segment, and 2) grants and contributions
that are restricted to meeting the operationai or capital requirements of a function or
segment. Taxes and other llems not property included among program revenues are
reported instead as genera! revenues.

-15-



NOTE 1

CITY OF NEWARK, DELAWARE

NOTES TO THE FINANCIAL STATEMENTS

Y IFICANT N {contd)

Separate financlol statements are provided for gevernmental funds, propriefary tunds and
fiductary funds, even though the last are exciuded from the govemnment-wide financiai
statements. Major individual govemmental funds and major individual enterprise funds
are reported as separate columns In the fund finoncia! statements. All remaining
governmental funds are aggregated and reported as nonmajor funds. In addition, the
fund financlal statements present internal service tunds and fiduclary funds by fund type.

The govermnment-wide financlal statements are ieported using the economic resources
measurement focus and the accrual basis of accounting, os are the proprietary fund and
fiduclary fund siotements. Revenues are recorded when earned and expenses are
fecorded at the time liabllities are incurred, regardless of the timing of the related cash
flows. Property taxes are recognized as revenue In the year tor which they are levied.
Grants and simliar items (nonexchange transactions) are recognized as revenue as soon
as all eligibilty requirements imposed by the provider have been satisfied. Agency funds
report only assets and liabilitles, as they do not have a measurement focus but do use the
accrual basis of accounting.

The govemmental fund financial statements are reported using the cument financlal
resources measurement focus and the moditied accrual basls of accounting. Revenues
are recognized as soon as they become both measurable and avallable. Revenues are
considered fo be avallable if they are collected within the current perlod or soon enough
thereafter to pay liabilities of the cunrent period. For goveinmental fund types, the Clty
considers all revenues fo be available if they are coilected within 60 days after fiscal year
end. Revenues considered susceptible fo accrual include property taxes, income taxes,
fronchise taxes, licenses, interest and dividend Income, and granis assoclated with the
curnent fiscal year. Only the porlion of the special assassments recelvable due within the
current fiscal year is considered to be suscepfible to accrual and recognized as revenue
In the current fiscal year. Al other revenue items are considered measurable and
avatlable only when cash is recelved by the City.

Expenditures are recorded when the related fund llability is incurred (upon feceipt of
goods or services), except for principal and interest on general long-term debt, claims
and judgments, and compensated absences, which are recognized as expenditures to
the extent they have matured. General capital assets acquisitions are repored as
expendifures In governmental funds. Long-term debt Issues and acquisitions under
capital leases are reporled as othar financing sources.

The Clty reporis the foliowing major govemmental funds:

Genergl Fund - This fund Is used fo account for the general operating activities of the
Clly. General govemment, public safely, public works, parks and recreation, and
judiciary offices are financed through this fund with recelpts from general propary taxes,
licenses and permits, investiment interest, fines, charges for curnent services,
infergovemmental and other revenus,

-16-



NOTE !

CITY OF NEWARK, DELAWARE

NOTES TO THE FINANCIAL STATEMENTS

summary of Significgnt Accounting Policies {cont'd)

Capligl Prolects Fund - This fund is used to account for the design, construction and
Improvement of Clly buildings, Jand improvements, and the purchase and replace-
ment of vehicles, machinery and equipment.

The City reports the following major proprietary funds:

Electric Fund - Used to account for the operation of an electric distribution systern,
Water Fund - Used to account for the operation of o water supply system,

$ewer Fund - Used to account for the operation of a sewage collection system.
Parking Fynd — Used to account for the operation of g municipal parking lot systemn.
The City also reporis the following fund types:

Interal $ervice Fund — This fund Is used o account for the opaeration of machinery,
vehicle and building malintenance provided to other deparments of the City on @
cost-relmbursement basls.

Penslon Trust Fund — This fund is used lo account for the assets held by the Pension
Program in a trustee capacity for the employees of the Clty, The Pension Program,
which is part of the City's iegal entlly, is a single-employer defined benefit pension
plan that provides benefits to City employees.

Self-Insurgnce Trust Fund - This fund accounts for post-employment benefits paid on
behall of retiress of the Clty.

All governmental and business-type activities and enterprise funds of the City follow
Financial Accounting Standards Board (FASB) Statements and Interpretations Issued on
or before November 30, 1989, Accounting Principies Board Opinlons and Accounting
Research Bulietins, unless those pronouncements conflict with GASB pronouncemaents.
The City also has the option to follow subsequent private-sector guidance for its
business-type activities and enterprise funds with ceriain limltations, but has elected
not to do so,

With limited exceptions, the eftects of interfund activity have been eliminated from the
govemnment-wide financlal statements. Exceptions include charges by one govem-
mental funclion to ancther where services have been provided. Elimination of these
charges wouid distort the direct costs and program revenues reported for the varlous
functions,

-7 -



NOTE 1

CITY OF NEWARK, DELAWARE

NOTES TO THE FINANCIAL STATEMENTS

NIF TING (cont'd)

Propriefary funds distinguish operating revenues and expenses frorm nonoperatfing
tems. Operating revenues and expenses generally result from providing services and
producing and delivering goods In connection with a proprietary fund's principal
ongoing operafions. The principal operating revenues of the electric, water, sewer
and parking proprietary funds and the maintenance internal service fund are charges
to customers for sales and services. Operating expensas for enterprise and intemal
service funds include the cost of sales and services, administrative expenses and
depreciation on caplfal assets. All revenues ond expenses not meeting this definition
are reported as nonoperating revenues and expenses.

When bolh restricted and unrestricted resources are available for use in certain
programs, it Is the Cily's policy to apply cost-reimbursement grant resources flrst to
those programs, followed by bond proceeds, categorical biock grants and then by
general revenues, as they are needed.

Cash And Cash Equlvlents

For the purpose of the stalement of cash flows, the proprietary funds consider all highty
flquid investments with an original maturity of three months or less when purchased to
be cash equlvalents.

All I nt

The Clty of Newark's water, sewer and slecttic utillties experience very small losses from
uncollectible accounts. Water and sewer tees constitute o llen against real property
ond usually can be collected In full when title fransfers, Accordingly, an allowance for
doubtful accounts is funded annually at the rafe of .1 percent of annual revenues,
excluding adjustment, penaifles and misceilansous revenues. This amount
approximates actual losses, Only balances that remaln affer tax sales are written off
each year. Electric fees do not constitute a llen: however, maintenance of adequate
customer deposits, monthly blling and diligent collection proceduwes minimize losses
from uncollectible accounts. Accordingly, an allowance for doubfful accounts Is
funded annually at the rate of .2 percent of annual revenues, excluding adjustments,
penatties and miscelianeous revenues. This amount approximates the Clty's actual foss
experlence. Receivables contolning closed accounts are malintained for o period of
five years. Each year all accounts from the oldest year on record qre written off
against the allowance. As of December 31, 2005, the allowance for doubtiul
accounts amounted to $117,173 in the Electic Fund, $28,849 in the Sewer Fund and
$21,740 in the Water Fund.

Inventories And Prepgid ltems

Inventorles of proprietary fund types are valued at average cost. The costs of
govemnmenial fund-type inventorles are recorded as expenditures when consumed
rather than when purchased. Cerlaln payments to vendors reflect costs gpplicable to
future accounting perlods and are recorded as prepaid items.

-18-



NOTE 1

CITY OF NEWARK, DELAWARE

NOTES TO THE FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (contd)
Coapftal Assets

Capital assets including property, piant and equipment are reported In the applicable
governmental or business-lype activities columns in the government-wide financial
statements. The CHy has defined capital assets as assets with a minimum cost of
$3.000 and an estimated useful Ife in excess of one year, The CHy reports Infrg-
structure assets on a network and subsystem basis. Accordingly, the amounts spent for
the construction or acquisition of Infrastructure assets are capliaiized and reported In
the goveinment-wide financlal statements regardiess of their amount. Capital assets
may be purchased or construcied and are recorded at cost. Donated capital assets
are recorded at estimated falr value at the date of donation. The costs of normal
maintenance and repairs that do not add to the value of the asset or materially
extend the asset's life are not capitalized.

Capital assets of the Clty are depreclated using the straight-line method over the
estimated useful lives of the related assets. The City generally uses the following
estimated useful lives unless an asset's life hos been adjusted based on actual
expetience:

Bulldings 20-40 years

Electric System 15-30 years

Sewaear System 50 years

Water System 20-50 years

Improvements 10-20 years

Equlpment 5-10 years
compensated Absences

City employees earn vacation and sick leave depending on their length of sewvice.
Sick leave Is accumuiated at the rate of 15 days per year. Any unused sick leave is
paid annually ot the rale of one day for every three days accumulated In excess of 90
days. Employees have no vested interest in unused sick leave at termination and,
accordingly, the City has no such liability. After 10 years of service, employees may
carry forward up to two weeks of vacation fime which, If unused, Is paid at time of
leaving the City. Compensatory jime is accumulated as earned, with any unused
amounts belng paid at time of leaving the City.

in the govermnment-wide financlal statements and the proprietary fund types in the fund
financial statements, long-term debt and other long-term obiigations are repored as
liablitles in the applicable governmental activities, business-type qctivities or
propriefary fund type stalement of net assets. Bond premiums ond discounts, as well
as Issuance costs, are deferred and amortized over the lite of the bonds using the
effective Inferest rate methed. Bonds payable cre reported net of the applicable
bond premium or discount. Bond Issuance costs are reporied as deferred charges
and omortized over the term of the related debt.

-19-



NOTE 1

NOITE 2

CITY OF NEWARK, DELAWARE

NOTES TO THE FINANCIAL STATEMENTS

F SIGNIF IES (cont'd)

In the fund financiat statements, governmental tund types recognize bond premiums,
discounts and bond Issuance costs during the cument financkal perfed. The foce
amount of debt issued Is reported as other financing sources, Premlums recelved on
debt Issuances are reported as other financing sources whlle discounis on debt
issuances are reported as other flnancing uses. Issuance cosls, whether or not
withheld from the actual debt proceeds recelved, are repored as debt service
expenditures.

Net Assets And Fund Equity

The difference between fund assets and liabilities Is “Net Assets” on the govemnment-
wide, proprielary and fiduciary fund statements and “Fund Balance" on governmental
fund statements. Net Assets are ctassified as “Invested In Caplial Assets, Net of Related
Debt,” legally “Restricted” for a speclfic purpose, or “Unrestiicted” and avaliable for
appropriation for the general purposes of the fund.

In the governmental fund financial stalements, reservations of fund balance represent
amounts that are legally restricted by cutside parties for use for a specific purpose or
are otherwise not available for appropriation. Designations of fund balance represent
lentative management plans that are subject fo change.

Property Toxes

Property faxes attach as an enforceabie lien on property when levied. Taxes are
levied on July 1 and are payable on or before September 30. Taxes paid after the
payable date are assessed a five percent penalty for nonpayment and one and cne-
half percent interest per month thereatter. The City bills and collects lis own property
laxes. City property tax revenues are recoghized on o pro rata basis. Delinquent
taxes are considered fully collectible and, therefore, no aliowance for uncollectible
taxes is provided. The property tax rate for 2005 was 45 cents per $100 of assessed
value,

nelal St
The preparation of financial statements In conformity with generally accepted
accounting principles requires management to make estimates and assumptions that

affect certaln reportfed amounts and disclosures. Accordingly, actual results could
differ from those estimates.

STEWARDSHIP. COMPLIANCE AND ACCOUNTABILITY
BUDGETARY INFORMATION

The City foliows these procedures in establishing the budgetary data reflected in the
financial statements:

-20-



NOTE 2

NOTE 3

CITY OF NEWARK, DELAWARE

NOTES TO THE FINANCIAL STATEMENTS

SIEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY (CONTD)

a. Formal budgetary infegration Is employed as a management control device
during the year for the General Fund. This budget is adopted on a basis
consistent with generally accepted accounting principles.

b. The City Councll adopts legal annual budgets for the General Fund, Proprietary
Funds, certain Speclal Revenue Funds and the Debt Service Fund. The City
Councll dlso adopts legal project length budgets for Its Capltal Projects Funds
and certain Special Revenue Funds. Since project perods may differ from the
City’s fiscal year, a comparison of budgetary information for the combined
Capltal Projects Funds ond certain Speclal Revenue Funds would not be
meaningtul and has not been presented In the accompanylng financial
statements.

¢. The City Manager Is authorized 1o franster budget amounts between departments
within any fund; however, any revislons that alter the total appropriations of any
fund must be approved by the Cliy Council. Therefore, the level of budgstary
responsiblity is by lotal appropriations; however, for report purposes, this level has
been expanded fo a funcllonal basls.

d. Unused appropriafions for alt of the above annually budgeted funds lapse at yeqr
end.

e. The budge! amounis shown in the financlal siatements are the final authorized
amounts as revised during the year.

i ropriat

For the year ended December 31, 2005, expenditures exceeded appropriations in the
public satety department of the general fund by $104,211 and In the culture and
recreation depariment of the general fund by $5,027. These over-expenditures were
tunded by greater than anticipated revanues in the general fund.

DReficit Fund Equity

The General Fund had a deficit fund baiance of $50,417 as of December 31, 2005.
Exraordinary circumstances resulied in operating losses in the electric and sewer utllity
funds that limited cash availabie for operating transters that typically support generai
govemmenial activities.

IVALENT E
Deposits

Custodlal credit risk is the risk that in the event of a bank faliure, the City's deposits may
not be retumned. The Cily does not have a written policy for custodial credit risk. At
December 31, 2005, the camnying amount of the City’s cash accounts and cash on

-21-



NOTE 3

CITY OF NEWARK, DELAWARE

NOTES TO THE FINANCIAL STATEMENTS

CASH, CASH EQUIVALENTS AND INVESTMENTS (cont'd))

hond was $1,925,852. The bank balances were $1,493,460. Of the bank balances,
$200,000 wus covered by Federal Deposiiory Insurance. The remaining balance of
$1,293,460 was secured by collaleral consisting of uninsured and unregistered
investments held by the pledging financial institution but not in the City's name.

The above does not include pension fund deposits reflected In Note 9.

|nvestments

The CHy's Investments are reporfed at fair value. The Clty is authorized to Invest In
United States government securltles; federal agency securities; cerlificates of deposit,
time deposits and bankers acceptances; corporate debt instruments; repurchase
agreements; money market mutual funds; the pooled Investment fund known as the
Deloware Locai Government investment Pool (DELGIP) as authorized by Title 29,
Chapter 12 of the Delaware Code; municipal obligations that are rated In elther of the
two highest rating categories by a nationaily recognized rating agency; and guaran-
teed investment contracts, Amounts thal may be Invested In any ohe of these
categorles are subject fo percentage limitations as set forth In the City's writtan
Investment policy.

As of December 31, 2005, the City had the following investiments;

Investm iti

Investment Type Less Than Oneto Five Sixtfo Ten More Than

FairValue  One Year Years Years  Ten Years
U.S. Government Securities $ 2,624,827 $1,317482 $ 1,307.345 § - 3 -
Federal Agency Securities 9692624 2,074,884 7.500,214 - 117,526
Corporate Notes 1,737,933 1,245 478 492 455 - -
Certificates of Deposit 4353638 349 561 2,207 897 1,424,124 372,056
Money Funds 185,661 185,661 - - -
TOTAL $18,504683 $5173,066 $11,507,911 $1424.124 § 489,582

Investments in United States Government Securities, Federal Agency Securlties and
Cerlificates of Deposit are Insured, registered, or held by the City or Its agent in the
City's name.

Crediit Risk

The City has no policy regarding credit risk for U.S. Government Securifies or Federal
Agency Securitles.

The City's Invesiments In U.S, Government securities (U.S. Treasury noles) are rated AAA
by standard & Poor's as of December 31, 2005, The Clty's investmenits in federal
agency secuiilies are comprised of Federal Home lLoan Morigage Corporation
(Freddle Mac], Federal Home Loan Bank (FHL), Federal Farm Credit Banks and Federal
National Mortgage Associafion (FNMA) securities. These secuirlties are rated AAA by
Standard & Poor's as of December 31, 2005,
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NOTE 3

CITY OF NEWARK, DELAWARE

NOTES TO THE FINANCIAL STATEMENTS

CASH, CASH EQUIVALENTS AND INVESTMENTS (cont'd)

The Clty's investments in corporate notes are rated AA by Standard & Poor's as of
December 31, 2005,

Interest Rate Risk

Interest rate risk is the possibility that an Interest rate change could adversely affect
an investment's fair value.

The Clty's investment policy regarding maximum maturity of investments requires the
maintenance of adequate liquidity o meet cash flow needs of the City. The
portiolio s structured in a manner that ensures sufficient cash Is available to meet
anficipated liquidlly needs. The porifolio is invested in permiited investments with
g stated maturity of no more than five years from the date of purchase unless the
securily is malched to a specific obligation or debt of the City. To control volatllity
of the porffolio, the Cily determines o duration target for the portfoiio, not to
axcead three ysars,

Custodial Cred]t Risk

Custodial credit risk is the risk that in the event of fallure of the counterparty, the
City wlll not be able to recover the value of ifs investments or collaleral securitios
that are In the possession of an outside party,

Al Investment securities purchased by the City or held os collateral on deposits
or investments are heid In third-party salekeeping ot a quallfled financlal instifution
that Is not a counterparty to the investment transaction.

All securifies in the City Investment portfolio are held in the name of the Cily and
are free and clear of any lien.

Appropriate Clty officials and representatives of the depository responsible for, or in
any manner involved with, the safekeeping and custody process of the CHy are
bonded.

Concentration of Crediit Risk

Concentration of credit risk Is the inabillity to recover the value of deposits, Investments
of collateral securities in the possession of an outside party caused by a lack of
diversification (investments acquired from a singie issuer).

The Cliy's portfolic Is diversitied to limlt exposure o any one issuer. No more than
five percent of the City’s portfollo is invested In the securlties of any single Issuer with
the foliowing exceptions:

U.8. Treqsury 100% maximum
Each federal agency 25% maximum
Time deposlis fully insured by FDIC/FSLIC 10% maximum
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CITY OF NEWARK, DELAWARE

NOTES TO THE FINANCIAL STATEMENTS

NOTE 3 CASH, CASH EQUIVALENTS AND INVESTMENTS (cont'd)
Each repurchase agreemsnt counterparly 25% maximurm
Money market mutual fund 25% maximum
DELGIP 25% maximum

Investments In Issuers that represent five perceni or more of tolal Investiments at
December 31, 2005 are qs foliows:

Invesymentissuer Concentration Rigk

Distribution Eair Value
FNMA 13% $2,384,307
Federal Home Loan Morigage Corp 11% 2,065,853
Faderal Home Loan Bank 16% 2,965,531
Federal Farm Credit Banks 12% 2,276,935
United States Government Securities 14% 2824827
Corporate Notes 8% 1,737,933
Cerlificates of Deposit 23% 4,353,838

NOTE 4 CAPITAL ASSETS
The capital asset activity for the year ended December 31, 2005 was as follows:

Beginning Ending
Balance Increases Decreases Balance

Capital Assets Not Being Depreciated:
Land 3 498938C $ - 3 - $ 4989380
Total Capital Assets Not Being Depreciated 4,989,380 - - 4,989,330
Capital Assets Being Depreciated:
Buildings 9,137,252 144,191 - 9,281,443
Improvements 11,697,187 824,289 - 12,521,476
Machinery and equipment 8.382408 1,134646 {497.114) 9,019,540
Total Capital Assets Being Depreciated 29,216,847 2,103,126 (497,114) 30,822,859
Less accumulated depreciation for:
Buildings 3,042,606 255,269 - 3,297,875
Improvements 3,370,483 296,715 - 3,667,198
Machinery and equipment 5,360,520 919,055 (469.956) 5.809.619
Tatal Accumulated Depreciation 11,773,609 1.471.039 (469,956) 12774692

Total Capital Assets Being Depreciated, Net 17,443,238 632,087 (27,158) 18,048,167
Governmental Activities Capital Assets, Net _ $22,432.618 _$ 632,087 § (27,158) $23,037,547

Capital Assets Not Being Depreciated:

Land $8788127 § - s - §8B.,788,127
Construction-in-progress 10,159.095 5,551,709 - 15710804
Total Capital Assets Not Being Depreciated 18,947,222  $5.551,709  § - $24,498,931
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NOTE &

CITY OF NEWARK, DELAWARE

NOTES TO THE FINANCIAL STATEMENTS

CAPITAL ASSETS {cont'd)

Beginning Ending
Balance Increases Decreases Balance

Business-type Activities (cont'd)
Capital Assets Being Depreciated:
Buildings 15,620,251 240,639 - 15,860,890
Improvements 31,078,482 745,472 - 31,823,954
Machinery and equipment 1,882,242 251,420 (114,824) 2,018,838
Total Capital Assets Being Depreciated 48,580,975 1,237,531 (114,824) 49,703 682
Less accumulated depreciation for:
Buildings 8,328,205 559,109 - B,887.314
Improvements 14,811,195 750,975 - 15,562,170
Machinery and equipment 1,028,408 250,364 (114,824} 1,163,948
Total Accumulated Depreciation 24,167,808 1,560,448 (114,824) 25,613,432
Total Capital Assets Being Depreciated, Net 24,413,167 {322.917) - 24,090,250
Business-type Activities Capital Assets, Net  $43,360,389 $5,228792 § - $48,589,181

Depreciation expenss was charged to the functions as follows:

Genetal Government $ 333,235
Public Safety 366,329
Public Works 543,191
Culture and Recreation 160,686
Capital assets held by the government's internal service funds are

charged to the various functions based on their usage 67,598
Total Depreciation Expense - Governmental Activities $ 1,471,039
Business-type Activities;
Electric 650,149
Water 608,459
Sewer 207,636
Parking 94,204
Total Depreciation Expense - Business-type Activities $ 1,560,448
LONG-TERM DEBT

Il n

General obligation bonds have been issued for beth governmental and business-type
activities. All bonds outstanding on December 31, 2005 are general obligation debt

supported by the full faith and cred!t of the City.

The 2000 Serles General Obligotion Bonds were issued to partially reimburse funds
aavanced for the acquisition of a reservoir site and adjocent cpen space and to pay
the costs of Issuing the bonds. The bonds mature September 1, 2003 through
Seplember 1, 2020 and bedar interest rates that vary from 4.6 percent to 5.1 percent,
payable March 1 and September 1. Property fax revenues will be used to pay the

princlpal and interest due on the bonds.
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CITY OF NEWARK, DELAWARE

NOTES TO THE FINANCIAL STATEMENTS

LONG-TERM DEBT (contd}

The 2002 Serles General Obligation Bonds were issued to provide funds for the
construction of a water reservoir and South Wellfleld water treaiment plant and to pay
the costs of Issuing the bonds. The bonds mature September 15, 2003 through
September 15, 2022 ond bear Interest at rates that vary trom 2.0 percent {0 4.5
percent, payable March 15 and September 15, Water service tees will be used to pay
the principal and interest due on the bonds.

The 2004 Series A General Obligation Bonds were Issued to provide funds necessary for
the current retunding of the City's General Obligation Bonds, Series of 1993. The bonds
mature January 15, 2005 through January 15, 2010 ond bear Interest af o rate of 2.4)
percent, payable January 15 and July 15. Property tax revenues will be used to pay
the princlpal and inferest due on the bonds.

General obligation bonds currently outstanding are as follows:

Pumose Amount

Governmenial activifies $ 3,870,000

Business-type activitles __16,525000
$20,395,000

Annual debt service requirements o maturity for general cbligation bonds are as
follows:

Year Ending Govemmental Activities Business-type Activities
December 31 Principal Interest Pringipal Interest
2006 $ 495,000 $ 143,018 $ 725,000 $ 646,055
2007 490,000 129,080 745,000 627,930
2008 480,000 115,042 765,000 605,580
2009 450,000 101,263 790,000 582,630
2010 285,000 89,718 815,000 558,930
20112015 730,000 343,825 4,515,000 2,283,450
2016-2020 940,000 145,645 5,545,000 1,301,920
2021-2022 - - 2,625,000 177,370

$ 3,870,000 3 1,067,591 $16,525,000 56,783,865

The City also has a note with Wiimington Trust Company, Inc. ot 80 percent of the
national commercial rate, used for the purchase of 38,000 square feet of real esicte
known as Lot #1. The paymenits of principal and interest are §2,881 sach month, with
the final payment scheduled for September 2007, The loan Is collateralized by Lot #1
land,
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NOTE 6

NOTE 7

CITY OF NEWARK, DELAWARE

NOTES TO THE FINANCLAL STATEMENTS

LONG-TERM DEB] {cont'd)

Annual debt service requirements io maturity for the note payable are as follows:

Year Ending Business-type Activities
December 31 Principal Interest
2006 $ 26,587 $ 1,456
2007 10,941 307
§ 37,528 $ 1,763
CHANGES IN LONG-TERM LIABILITIES
Long term liability activily for the year ended December 31, 2005, was as follows:
Beginning Ending Due Within
Balance Additions Reductions Balance One Year
Governmental activities:
Bonds payable $ 4375000 8 - § (505,000) $3,870,000 $495.000
Compensated absences 406,993 1,084,161 (1,058,109) 433,045 62,557
Governmental activities
long-term liabilities $ 4,781,993  $1,084,161 $(1,563,109) § 4,303,045 $557,557
Business-type activities:
Bonds payable $17,235000 $ - % (710,000) $16,525,000 $725,000
Plus: deferred amounts -
bond premium 116,540 - {6,474) 110,066 6,474
Total bonds payable 17,351,540 - (716,474) 16,635,066 731,474
Note payable 69,467 - { 31,939 37,528 26,587
Compensated absences 58.696 254,143 (252,144) 60,695 6.715
Business-type activities
long-term liabilities 317.479,703 _ § 254,143 $(1.000,557) $16,733.28 $764.776

The fund responsible for Incurming the compensated absences pays ihe obligation.
The internal service fund predominantly serves the governmental funds. Accordingly,
long-term liabilities for them are included as part of the above totals for goverhmental
activities. As of December 31, 2005, $8,946 of internal service funds compensated

absences Is included in the above amounts.

INTERFUND TRANSFERS

The composition of Interfund transters as for the year ended December 31, 2005 were

as follows:

Transfer In Transfer QOut
General Fund 3 B.967,360 $ 3,021,385
Capital Projects Fund 2,117,508 -
Nonmajor governmental funds 1,862,405 436,691
Electric Fund 22,299 7,002,360
Water Fund 190,864 2,300,000
Sewer Fund - 400,000
Total Transfers $13,160,436 $13,160.436
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NOTE 8

NOTE ¢

CITY OF NEWARK, DELAWARE

NOTES TO THE FINANCIAL STATEMENTS

RFUN (contd)

Prior to 1996, the Clty maintained a single operating fund. Since 1996, an annual
operating transfer of electric ufility revenues Is made to the General Fund. Water rates
adopted on July 1, 2001 also include $400,000 In annual support tor the General
Fund. The City's policy Is that general revenues should support 50 percent or more of
total General Fund expenditures, with the balance of support funded by operating
transters from the enterprise funds,

FUND BALANCE

Amounts are reserved for the following purposes:

Debt service fund $ 46,619 (for debt service payments)
Specidl revenue fund - law enforcement  $ 535,711 (for police grant projects)
Capltal projects $ 4,760,891 (for approved capital projects)
Streels $ 724,930 (for sreet maintenance)

Parks and recreation $ 153,222 (for parks and recreation)
PENSIONS

Plan Description

Substantialty all full-ime emplcyees of the City are covered by the Amended Penslon
Pian for Employees of the City of Newark, Delaware, created and opercted under
Sectlon 2.98 cf the City Code. This is o single-employer defined benefit penslion plan
accounted for as a pension trust fund and administered by the Clty Councit sitting as
the Board of Trustees. The defined benefit pension plan Is reporied In the Cily's
financial statements and is not included In the report of any other public employee
retlrement system or other entity, Each year on January 1, William M. Mercer,
incorporated, prepares a complete Pension Plan Actuarial Valuation Report that is
available for review In the Finance Department. On a quarterly basls, Frank Russeli
Trust Company prepares a performance monitoring report on the Investment returns of
pian assets. Finance Depariment staff prepare o separate report which, along with
those of the consulkunts, is fransmitted to the Board of Trustees, discussed at regulars
public meetings and made avallable for review in the Finance Department.

All full-fime municipal employees are eligible to snroll In the plan immediately upon
hire. Prior service as a parl-ime or temporary employee is not considered.

Although plan assets are collectively managed and administered, the pian is actually
a combination of three plans with distinctly different levels of benefits. Even though
there are three benefit levels, all pian assets are available fo pay benefits o any plan
member. The three plans are;

1. Non-Police - clvilian, non-sworn, regular, full-fime employees

2. Police - all sworn police officers except the Chiet of Police
3. Special Police - the Chief of Palice
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CITY OF NEWARK, DELAWARE

NOTES TO THE FINANCIAL STATEMENTS

PENSIONS (cont'd)

Non-Police and Special Police employees are entitled o o beneflt ot 2.1 percent of
their final average compensation comprised of base pay plus longevity times years of
crediied service. For Exempt and Special Pollce employees, final average
compensation equals the average of the employee’s 60 highest paid consecutive
monihs of Clly employment. For membeis of the International Union of Electrical
Workers (white collar) and the Americon Federation of State, Counly and Municipal
Employees (blue collar), final average compensation equals the average of the
employee’s 36 highest paid consecutive months of City employment. For Non-Police
employees the normal refirement date is the first day of the month colnciding wiih or
next following the latler of the fifth annlversary of the member's plkan particlpation date
or the member's 65th bithday. For Special Police the normal refirement date s the
iater of the employee's 50th bithday or the employee's flth anniversary of
pariclpation in the Plan. The Plan pemits early retirement for Non-Police employees
at age 55 with the completion of 15 or more years of credited service. The early
retirernent benefit Is actuarlally reduced unless the sum of years of service and age Is
aecual to 85. There are no early refirament options for Special Police.

Police employees are entitled to a benefit calculated at different rates. For service
prior to January 1, 1978, a benelit al 2.2 percent of the final average compensation
(the average of the employee's 36 highest paid conseculive months of employment
with the Clly) comprised of base pay plus longevily times years of credited service. For
service from January 1, 1978 through December 31, 1987, service credits accumuiate
at the rate of 2.25 percent for sach year of service. For service afier December 31,
1987 serwvice credlis accumulate at the rate of 2.5 percent for each year of service,
Police employees are Iimlted to a maximum accrual of service credits In the amount of
62.50.

A Police employee hired on January 1, 1976 wouid accumulate maximum service
credls in the amount of 62.5 percent through December 31, 2005 as illustrated below:

1976-1977 2 Years X 2.2% per Year 4.4%
1978-1987 10 Years X 2.25% per Year 22.5%
1988-2005 18 Yaars X 2.5% per Yeor

Subtetal 71.9%
MAXIMUM ALLOWABLE SERVICE CREDIT 62.5%

Normal retirement for Police smployees hired before January 1, 1989 is the earlier of
(1) the Iater of the employee’s 50th birthday or the fitth anniversary of the member's
date of paricipation In the plan or (2) the complefion of 20 years of credited service
Qs a Police employee. For a Police employee hited atter January 1, 1989, nommal
refirement occurs upon the completion of 25 years of credited service as a
contributing member. A Police member who has completed 15 or more years of
credited service and who terminates employment no more than live years prior to the
members normal retirement date shall be eligible to recelve a retirement pension
beneflt commencing on the first of the month following the member's normol
retirerment date.
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CITY OF NEWARK, DELAWARE

NOTES TO THE FINANCIAL STATEMENTS

PENSIONS (contd)

Each employee who is unable o engage In any substantial galnful activity by reason
of a medically determincble physical or mental impairment may be eligible for a
disabllity penslon equal to the employee's accumulated service cradils, reduced by
any benefits paid under the City's long-term disabillty Insurance program. Police and
Special Police employees whose disabliity results from the discharge of their official
duties shall recelve pension benefils of not less than 75 percent of their prior
December 1 compensation, reduced by any benefits paid under any worker's
compensation law, the Cliy's long-term disability issuance program and 50 percent of
actual Social Security Act disabllity benefits.

It ¢ member terminates employment before becoming ellgible for any other benefits
under the plan, the member is entiled to a complete refund of the employee’s
penslon contributions. The contiibutions are refurded with interest, which accumuliates
at the rate of four percent annually.

With five years or more of credlied service, eight vested benefit oplions of equivalent
actuarial value are avallable as follows:

1. A retirement benefl! for the remainder of the employee's lite,

2. A refirement benefit for a minimum of five years and then only for the rest of the
member's life. If the member does not live for flve years afler terminating
employment, then the beneficiary would continue to recelve the beneflt for the
remalnder of the five-year period.

3. A reflrernent benefit for a minimum of 10 years and then only for the rest of the
member's life. If the member does not live for 10 vears afier ferminating
employment, then the beneficlary would continue fo recelve the benefit for the
remainder of the 10-year pericd.

4. A retirement benefit for @ minimum of 15 years and then only for the rest of the
member's life. If the member does not live for 15 years after leminating
employment, then the beneflclary would contlnue to recelve the benefit for the
remainger of the 15-year period.

5. A survivor benellt equal o 50 percent of the employee’s benefit after the member's
death,

6. A survivor benefit equal fo 66-2/3 percent of the employee's benetit after the
member's death.

7. Asurvivor benefit equal to 75 percent of the employee's benefit afier the member's
death.

8. A survivor benefit equal tc 100 percent of the employee's benefit atter the
member's degth.
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BENSIONS (cont'd)

The contribution percentage for Non-Police and Special Police employees in 2005
was 2.5 peicent of cument base and longevily pay eamed throughout the vear.
Police employees of the Clly are required tfo contibute 1o the plen at a
percentage of thelr base and longevity pay as determined on December 1 of
the preceding year.

The contribulion rate is equal to the previous calendar year actugrially recommended
employer coniribution rate for the Police employees, provided that It does not exceed
6.0 percent and that It does not increase more than 2.0 percent over the previous
year's rate. The Police employee contribution rate was 6.0 percent in 2005,

I lon

The City Is required to make annual conftibutions based on an actuarially computed
percentage of covered wages In amounts sufficlent to cover normal costs of benefits
and amortize the prior service liabllities over a period of 15 vears. The annual required
confribution for the curent year was determined as part of the January 1, 2005
actuarial valuation using the entry age cost method as defined In Section B of GASE
Statermnent No, 27. Since 1994, the Clty has made excess contributions of $104,549
over its annual required conttibution. The actuarlal value of assets was determined
using techniques that smooth the effects of short-term volatility In the tfair value of
Investments over a three-year period. The unfunded actuaral liabilities are amontized
over a closed 15-year period from the valuation date at the valuation rate of 7.5
percent.

Annual required contribution $ 1,453,304
Interest on net pension obligation 4,377
Adjustment to annual required contribution (6,610
Annual pension cost 1,451,071

Contrlbutions made 1,484,557
Increase In net pansion obligation (33,484)
Net pension obligation, beginning of year (541)
Net pension obligation, end of year § (34027

Durng the year ended December 31, 2005, the plan experlenced a 2.5 percent
Increase in Its unfunded actuarial Kabllity. The unfunded actuanal accrued llabillty
Increased $124,020 for Police, $105,134 for Non-Police and $229,154 tor the Plan as a
whole. City cosis Increased .70 percent. As a percentage of payroll, the 2005 Clly
contribution has decreased siightly from 2004 (and budget 2005) levels. Investment
refums on assets were below actuarial assumptions, producing a net investment loss,
2004 City and State contributions were less than the recommended amount. This was
partially offset by higher than expected employee contrlbutions. The impact of the
lower than expected plan assets was more than offset by an increase In the number of
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BENSIONS (contd)

employees working past their assumed retirement age. The result is a decrease Iin the
City's normal cost for 2005; this is likely a short-term event that will reverse itseif as these
employees refire and are replaced by younger workers.

There were no assumption or plan changes for the 2005 vaiuation. Significant actuarial
assumptions used In determining the net pension beneflt obligation include: [q) rate of
relurn on the investment present and future assets of 7.5 percent per year
compounded annually, (b) projected salary Increases of 4.5 percent per year, (¢) a
25 percent employse contibution rate for non-police and a moling three-year
average of the prior thiee years acluol contibution rates for police, and (d) the
assumption that bensfits will not increase after refirement. Assumpfions for infiation are
Implicit in assumpltions for the invesiment rate of return salary Increases, and employee
contributions. The Clty's annual employer pension cost for the fiscal year ended
December 31, 2005 was $1,451,071. The contributions for the year by various City
funds totaled $§1,484,558 including $231,254 of funds provided by the State of
Deloware.

rshi

As of January 1, 2005, the most recent actuarial valugtion, employes membership
consisted of:

Non-Police and
Parficipgnts Police Specigl Police Tetal
Active employees 59 140 219
Relired and disabled members recsiving beneflts 50 64 114
Yested terminated members not recelving baneiits _1 _B _9
TOTAL 119 V] 342

The CHy's total payroit for all employees covered by the Plan for the current year was
$10,720,609. Participation In the Pian is voluntary and virually all eligible employees
have chosen to pardicipate.

Plan Assets

In accordance with GASE No. 25, Investiments are reporled at falr value. Shorl-term
Invesiments are reported at cost, which approximates falr value. Securities traded on
o national or infernational exchange are valued ot the last reported sales price ot
cumrent exchange rates. In 2001, the City hired the Frank Russell Trust Company to
manage the Investment of penslon pian assefs. The Russell Company maintains
numerous commingled investment funds for qualified public employee pension plans.
These investmenis are not categorized according fo the level of sk assumed at yeaor
end because they are nol represenied by securitles.
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NOTE ¢ PENSIONS (contd)
Total assets and net assets avallable for benetits as of December 31, 2005 conslisted of
the following :
Fixed Income mutual funds 514,223,791
Large cap equity mutual funds 12,821,605
Intemational equity mutual funds 5,536,999
Small cop equity mutual funds 1,724,542
Govermnment secuirlties fund 887,060
$35,193,987

mini

Administrative costs, Including the Investment manager, custodial trustee and actuarlal
services, are charged and pald by short-term assets of the plan.

Conceniration of Plan Assets

As of December 31, 2005 there were no Indlvidual investments, other than those
backed by the U.S. Government, which constituted! five percent or more of the plan's

net assels.
Required Supplementary Information —
Municlpal General Employees Pansion Plan
ng Pr
Actuarial - UAAL as a
Actuarial | Actuarial |  Accrued U“:;“E"‘d Funded | Covered % of
Valuation| Value of Liability (UAAL) Ratio Payroll Covered
Date Assets (a) | (AAL) - Entry (b-a) (a/b}) (c) Payroll
Age (b) [(b-a)c)
1/1/05 | $32,017,782 | $41,509,811 |$9,492,029 | 77.13% | $10,720,609 38.54%
1/1/04 30,089,369 39,352,244 9,262,875 | 76.46% 10,323,409 89.73%
1/1/03 28,809,165 | 36,418,942 | 7,609,717 | 79.11% 9,537,252 | T79.78%
1/1/02 28,999,363 33,307,942 4,308,579 | 87.06% 9,177,126 46.95%
1/1/01 27,817,800 31,280,847 3,463,047 | 88.93% 8,941,662 38.73%
1/1/00 26,547,363 29,242 802 2,695,439 | 90.78% 8,347,748 32.29%

-33.



NOTE ¢

NOTE 10
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NOTES TO THE FINANCIAL STATEMENTS

PENSIONS (contd)
Desember31 | Convibwon | Ci Conlution | [erenage

2005 $1,453,304 $1,484,558 102.16%
2004 1,438,278 1,374,838 95.59%
2003 1,225,756 1,176,223 95.96%
2002 866,610 932,343 107.59%
2001 844,193 867,436 102.75%
2000 746,566 755,350 101.18%
1999 692,368 690,944 99.79%
1998 548,558 518,018 94.43%
1997 473,334 468,840 99.05%
1996 483,638 521,686 107.87%

RISK MANAGEMENT

The City maintains commercial Insurance coverage for risk of losses relating to
general, automolive, police professional, public officlals and crime. There has been no
significant change In coverage durng the past year. There have been no fosses
above Insurance limits during the last four years.

The CHty Is selt-insured for worker's compensation; however, medical costs related 1o
on-the-Job Injuries are covered by the Clty's health Insurance provider. The Cliy's
compensation payments are calculated based upon a written policy administered by
the City. The Clty malntains an inferngi service fund for worker's compensation claims
ond deductible amounts paid to its Insurance underwriters. That Self-insurance Fund ls
inciuded in these statements. Resources are allocated o this tund from operating
funds. Historically, the City has experienced very tew Individual claims. On December
31, 2005, there were three outstanding claims and none pending.

The City has requested a proposal from an actuaral consullant jo determine it it ls
possible to estimate future claims and liabillties based on avallable data,

Fiscal Aggregate Liability | Current Year | Actual Claims | Aggregate Liability
Ycar for Claims 01/01/04 Claims Payments for Claims 12/31/05
2005 - $139,227 3139227 -
2004 - 14,252 14,252 .
2003 - 60,220 60,220 -
2002 - 44,770 44,770 -
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NOTES TO THE FINANCIAL STATEMENTS

RRED

The City offers its employees a deferred compensation plan created In accordance
with Internal Revenue Code ({IRC} Section 457. The plan, available to all Cify
employees, permits them to defer a portion of thelr salary untll iuture years.

The IRC Section 457 was amended by adding subsection (g), which required the City
fo amend Iis Deferred Compensation Plan (DCP) Trust Agreement. In December 1996,
the Clty amended lts DCP and amended its existing DCP Tiust Agreemeni to comply
with changes in the IRC.

The amended DCP provides that all assets and Income of the DCP are held In the DCP
Trust tor the exclusive benefit of participants and thelr beneficlaries. Therefore, these
assets will no longer be the sole property of the Clty and will not be sublect to the
claims of the Cliy's general creditors. In addition, as o result of this change, the assets
have been eliminated from the City’s balance sheet as ot January 1, 1999. All costs
and expenses of administering the plan are bome by the participants.,

POST-RETIREMENT HEALTH CARE BENEFITS

In addition fo providing pension benefits descrlbed in Note 9, the City provides cerain
limited post-retrement health care benefits for employees that meet eligibility
requirements. These benetils were included in contracts negotioted with the City's
employse bargaining units that became effective Aprit 1, 2001. In exchange for a
fixed contribution toward individual refiree health care premiums, the City obtained
a long-term labor agreement, wage Inclecses below the historical average, o
redesign of health benelits and contributions toward acllve employee health
insurance premlums. Currently, nine employees meet the eligibility requirements and
are recelving a benefit. The cost of retiree health care Is recognized as an
expenditure In the Selfdnsurance Trust Fund as premiums are pald. For the year ended
December 31, 2005, those costs were $106,546.

RESERVOIR AND WATER SYSTEM IMPROVEMENTS

In 1999, the Newark City Council approved an updated Water System Master Flan that
included construction of a reservolr near the White Clay Creek, an Iron removal plant
for the South Well Field and other measures designed fo provide the Clty with o seif-
sufficient water supply. Laler that year, the City initiated condemnation proceedings
1o acquire a 112-acre parcel adjacent fo the Cliy and is water treatment focility on
the White Clay Creek. On November 2, 1999, Newark voters opproved a bond
referendum 1o finance the site acquilsifion by borrowing up to $4.25 million.

In 2000, tile to the site was acquired for $7.95 milion. The State of Delaware

participated In the project with a capital contribution of $3.4 milllon. Proceeds from g
December 14, 2000 general obligafion bond issue of $2.7 million have dliowed the
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CITY OF NEWARK, DELAWARE

NOTES TO THE FINANCIAL STATEMENTS

RESERVOIR AND WATER SYSTEM IMPROVEMENTS (cont'd)

City to reimburse Iiself for all but $2 miilion for which capital reserves were used. Debt
sarvice for the Series 2000 General Obligation Bond Is provided frem a $.03 property
fax increase of 7.7 percent that was adopted by Cliy Councll on Movember 13, 2000
as part of the 2001 operofing budget. The new tax rate became effective on July 1,
2001,

On Apill 10, 2001, Newark voters passed an $18.6 milion general obligation bond
referendum that included water rate increases of approximately 84 percent In order to
support debt service, construction and operation of the water system. Fublic support
for both projects was overwhelming; 82.8 percent voted in favor of building the
reservoir and 86.5 percent voted In favor of building the water treatment faclilty.
Water rates were Increased approximately 84 percent on July 1, 2001 as advertised In
the referendum.

The City issued its Series 2002 General Obligation Bonds on September 17, 2002.
Wachovia Bank purchased the bonds on a competitive bid at the true interest cost of
3.946063 percent. Flich Ralings assigned the rating AA that was enhanced 1o AAA by
Wachovla's purchase of ¢ bond insurance policy provided by Ambac Assurance
Corporation. Moody's Investors Sefvice assigned the uninsured rating of Aa3 and the
Insured rating of Aaa. On December 19, 2002, the City reimbursed ifself in the amount
of §5,109,921 for reservolr and water freatment plant expenditures pald prior 1o the
bond {ssuance cate. This reimbursement was authorlzed by Clty Council Resolution
01-W dated Novembar 12, 2001.

Since acqulring title to the reservolr site, the Clty has entered contracts totaling
$18,578,553 for the design and constiuction of the reservoir and an expanded water
treatment facillly for South Wellfisld. City Council has determined that the size of the
reservoir will be approximately 318 million gallens, large enough fo provide virtually
100 percent raliability for droughts recorded during the past 100 vecs.

Construction began in June 2002 and was scheduled to be completed in December
2003. The general contractor hired to build the project stopped work in September
2003 and relused lo complete performance, arguing that the project could not be
built as designed. After attempis to mediate the dispute, the contract was terminated
by the City in early 2004. The contiacior filed a civil sult against the City in the U.S.
District Court for Delaware alleging breach of contfract, defamation and civil rights
violations.

In November 2004, the City negotiated a new contract with a different company to
complete the project for approximately $& million. The Newcark Reservolr was
completed in May 2006 ond s fully operational.  All water system improvements for
which general obligation debt was issued are now complete. Approximatety $75,000
of the Clty's original budget for these projects remains available.
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RESERVOIR AND WATER SYSTEM IMPROVEMENTS (contd)

The tricl phase of the civll sult Inltiated by the terminated contractor in 2004 concluded
on Cctober 6, 2006. A federal jury awarded the piaintitf $25 millon in civil rights
damages for preclusion of the contractor's right o pursue post-termination business
without due process and opproximately $11 million in confract domaoges. This
confractor had origlinally agreed to construct the resarvolr for $9.6 million and was
paid $6.2 million for work completed. The City hod withheld payment of $275,000 for
invoices submitted and cerlified by the engineer of record. The verdict has not yet
been entered by the Court pending ruling on outstanding motions. If this verdict is not
set aside by the trial judge, the Clly wlll file its appeal In the Third U.S. Clrcuit Court of
Appeals in Philadelphia, Pennsylvania when all post-trial motions have been ruled

upon.

The City's Insurance underwriter, 8t. Paul Travelers, has provided the defense of thls
cose from the culset. 81 Paul Travelers has no liabliity on contraciual issues but has
approximately $7 million in liabliity for the civii rights portion of the verdict. St. Paul
Travelers has an obligation to defend the City and has assigned new lawyers 10 pursue
appellate action. The Clly Solicltor and the Clly's trial counsel belleve that there Is
substantial reversible error In the Court's pre-trial ruiings, tricl rulings and Jury Instructions
s0 as to yield a strong possibility of success on appeal. At the present time, trial
counsel, augmented by a number of additional attorneys retained by St. Poul, are
vigorously pursuing motions for new frial, for seconsideration of earlier rulings and for
reductions of the amounts of the verdicis. The City Council has directed the Soilcior
and the City's trlal counsel to vigorously pursue every avenue of appeal.
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